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INDONESIAN KEY ECONOMIC INDICATORS 


% 1977 
1975 1976 change Est. 


Exchange Rate: US$1.00=415 Rupiah 


Population (millions) 131 135 2u3 138 
GNP (at current prices - $millions) 28,146 ~ ~ ~ 
Per Capita GNP (current prices $) 170 ~ ~ ~ 
Cost of Living Index8/ (1966=100) 1,640 1,873 14.2 2,053 
Money Supply (million $) 3,012 3,858 28.4 4,726 
Foreign Investment Approvals 1,944 424 -78.2 280 
(million $) 
Gold & Foreign Exch.Reservesb/ 557 1,641 295 2,300 
External onerey*2 Debt (disbursed 8,317 10,210 23 12,000 
millions $)& 
Debt Service - 775 N/A 1,200 
Government Budget 2/ (millions $) 
Routine Expenditures 3,005 3,887 29 5,010 
Development Expenditures 3,434 4,988 45 5,224 
Routine Revenue 5,304 6,998 32 8,395 
Direct Borrowing 1,130 1,877 66 1,839 
Balance of Payments?’ (millions $) 
Balance of Payments -364 1,089 398 660 
Current Account -854 <-1,200 41 -1,124 
Exports 5, 0i2 6,320 26 7,174 
Oil (net) 3,138 3,690 18 4,278 
Non-Oil (F.0O.B) 1,873 2,630 40 2,896 
Imports (C.I.F.) 5,090 6,300 24 6,897 
U.S. Indonesian Trade&/ (cy millions) 
Indonesian Exports to the U.S. 1,865 2,452 32 = 
U.S. Share of Total (%) 23 29 26 - 
Indonesian Imports from the U.S. 670 988 48 
U.S. Share of Total (%) 14 17 21 ~ 


Main exports from the US CY 76 in millions of dollars: nonelectric 
machinery 246; electric machinery 190; commercial aircraft 119; rice 93; 
wheat 56; and cotton 49. 


8/62-item index for Jarkarta as of December 31. 

b/as of March 31 

C/mMedium and Long-term, includes state enterprises. 

G/tndonesian fiscal year: April/March figures for FY 76/77 are based 
on official estimates. 


&/poes not correspond to BOP trade data because of different accounting 
periods, net oil account and other differences. 





SUMMARY 


A strong balance of payments performance dominates the Indonesian 
economic situation. Recovering from a $364 million deficit in 

FY 75/6, Indonesia turned a $l billion surplus in FY 76/7 and 
appears headed for another large surplus this year. The current 
reserve level of $2 billion and the GOI's cautious borrowing 
policy are reassuring to foreign creditors concerned about 
Indonesia's heavy debt service obligations over the next few 
years. After a long bout with rising prices, inflationary pres- 
sures are now subsiding. The domestic economy continues to be 
sluggish but the external sector is strong and carrying GNP 
growth along at around 7%. In the all-important oil sector, 
production in 1977 is running above 1976 levels but a slowdown 
in exploration activity raises questions about how long these 
levels can be sustained. For the U.S. businessman, the Klondike- 
type atmosphere which characterized the Indonesian economy in 
1974-5 is a thing of the past. But for those businessmen willing 
to put forth the effort and time needed to succeed in this 
country, the large and growing Indonesian market has much to 
offer. 








CURRENT ECONOMIC SITUATION AND TRENDS 


GENERAL OUTLOOK ENCOURAGING: The Indonesian economy has weathered 
a difficult two-year period triggered n 1975 by the world reces- 
sion and the near-bankruptcy of Pertamina, the state-owned oil 
company. The Pertamina rescue forced the government to draw down 
reserves and borrow heavily abroad. Skillful financial manage- 
ment has now brought the Pertamina crisis under control and, 
aided by a record export performance, the economy now appears 

to be well on the road to recovery. Although the immediate 
economic prospect is much improved, it is nevertheless clear that 
the financial burden thrust upon the government by the Pertamina 
crisis will significantly constrain Indonesia's growth and de- 
velopment for the next several years. 


In addition to emerging from the Pertamina crisis in the past 
seven months, the government also staged successful Parliamentary 
elections in May, the first such elections since 1971. In March 
1978, the People's Consultative Assembly (MPR) will convene to 
elect a President to a five-year term and to establish policy 
guidelines for his ensuing administration. The general prospect 
for continued political stability appears good and sharp changes 
in policy directions are not expected. In a different vein but 
equally important to Indonesia's economic development, the pre- 
liminary results of an intercensal survey show a significant 
decline in Indonesia's demographic growth rate -- from 2.3% down 
to about 2% per year, a shift with important longer term impli- 
cations for this, the fifth most populous country in the world. 


STRONG BALANCE OF PAYMENTS POSITION: A continued strong export 
performance has considerably improved the near term prospects 

for the Indonesian economy. Bouyant export earnings and large 
official capital inflows enabled Indonesia to turn a balance of 
payments surplus in 1976/7 of over $l billion. As a consequence, 
net international reserves which had fallen to a low of $442 
million in September 1975 at the height of the Pertamina financial 


crisis grew to a record level of $2 billion in June 1977. 





In CY 76 exports totaled $8.5 billion, a record level and 20% 
more than the previous year. Of that amount, oil earned $5.7 
billion, accounting for roughly 70% of Indonesia's total gross 
export revenues. Although oil revenues increased by 13% in 
1976, oil's relative share of Indonesia's total exports de- 
clined because of greater rates of increase in non-oil exports, 
especially timber (56%), rubber (48%), coffee (137%), shrimp 
(114%) and tin (71%). Imports also grew reaching an estimated 


$7.8 billion in 1976 with telecommunications gear, power gener- 
ating equipment and specialized machinery the leading components. 
Chemical imports fell sharply as Indonesia reached self-sufficiency 
in fertilizer production. Although Indonesia had a $.7 billion 
balance of trade surplus, large services payments again left the 
current account in deficit. However, capital inflows more than 
made up for the goods and services shortfall and left the country 
with its sizeable balance of payments surplus. 


Exports through the first four months of 1977 were more than 50% 
above the same four-month period a year earlier. Demand for 
Indonesia's principal exports will probably remain strong through- 
out 1977 although in recent months oil exports have slipped slightly 
from the record level in March and commodity prices were somewhat 
weaker. The government forecasts an 8% increase in imports, a 
sharply lower rate of increase than in the recent past. Based on 
this projection, the current account deficit should decline sig- 
nificantly. Given anticipated capital flows, the government expects 
to achieve in FY 77/8 another balance of payments surplus, this 
time on the order of $660 million. 


FISCAL AND MONETARY MEASURES CURB INFLATION: The Government's 
budget for FY 77/78 is set at $10.2 billion, an increase of about 
20% over the previous year. Expenditures will be divided just 
about equally between the routine and the development budgets with 
the routine budgets showing somewhat faster growth this year (30%) 
largely because of civil service pay increases. Domestically de- 
rived routine revenues will amount to 82% of total revenues and 
the remaining 18% will come from foreign assistance and commercial 
borrowing. 


It is official policy to maintain a balanced budget and the current 
year is no exception; but there is growing recognition that be- 
cause the government relies heavily on oil revenues and foreign 
capital assistance both of which come from outside the domestic 
economy, even a balanced budget is strongly expansionary. In 1976 
the GOI partially offset the expansionary impact of its budget 
policy by using surplus revenues for early repayment of loans 
extended by the central bank. 


Inflation, a serious problem in recent years, has recently slowed 
appreciably. As measured by the Jakarta cost of living index, in- 
flation fell from 20% in 1975 to 14% in 1976. In the first six 
months of 1977, the annual rate of increase had fallen further 

to below 10% for the first time in six years. 








Growth in the money supply, primarily because of increases in 

net foreign assets arising from Indonesia's strong international 
payments position, is still higher than is desirable and would 

be even higher had it not been for the budgetary offset of last 
year and sharp reductions in credits advanced to state enterprises. 
The objective of the government in FY 77/8 is to keep the money 
supply increase down to the 20-25% range which, if achieved, 

should keep the rate of inflation below 10%. Through the first 
three months of the new fiscal: year, money supply increased by 4.5%. 


With Indonesia's prices in the past few years rising faster than 
its neighbors', the rupiah which has been pegged at 415 to the 
dollar since 1971 has tended to become overvalued. However, with 
reserves at a comfortable level and export prices relatively high, 
the rupiah is under no pressure at the moment. This of course 

could change if oil production were to decline or if export mar- 
kets were to weaken though neither of these seem an immediate 
prospect. Nevertheless, there is increasing reason to believe that 
the over-valued rupiah is complicating the GOI's efforts to de- 
velop the non-oil sector. An exchange rate adjustment would improve 
the competitiveness of the non-oil sector and help to relieve 

other distortions that are appearing in the economy. Any adjust- 
ment, however, would certainly seem unlikely before the presidential 
election in March 1978. 


CAUTIOUS BORROWING POLICY APPLIED: The unanticipated debt burden 
arising from the Pertamina financial crisis has forced the GOI 

to put the brakes on the heavy foreign borrowing program envisioned 
at the time oil prices quadrupled. The ratio of debt service pay- 
ments to export earnings will reach nearly 16% this year and is 
expected to peak at about 19% in FY 79/80. Although this is a 
relatively high debt service ratio, few anticipate that Indonesia 
will have any serious problem in servicing its debt, but the 
government will have to be cautious on future hard term borrowings. 


The manageable borrowing limit recommended in April by the Inter- 
governmental Group on Indonesia (IGGI), a consortium of 14 active 
donor countries and international financial institutions, and 
accepted by the GOI for FY 77/8 was set at $2.1 billion, down 
from an estimated $3 billion the previous year. The cut-back in 
borrowing will be made entirely in the area of export and commer- 
cial credits as the GOI, determined to keep its debt service ratio 
to below 20%, has decided to reduce its reliance on these rela- 
tively harder term borrowings. As a consequence, export and 
commercial credits will be cut back sharply to about $600 million 
from over $1.5 billion last year. On the other hand, official 
development assistance, a concessionary form of borrowing, will 
be up approximately 20% this year. IGGI bilateral donors at the 
April meeting pledged about $600 million, World Bank and Asian 
Development Bank will provide $700 million and an additional 
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$250 million is expected from Middle East and East European 
sources. Among bilateral donors, Japan is the largest with $190 
million pledged this year, followed by the U.S. with $148 million. 
It is important to note that although total foreign borrowing will 
be cut back this year, development spending will be up about 13% 
to $5.2 billion as the government applies increased oil receipts 
and other domestically-derived revenues to its development budget. 


GROWTH IMPROVES BUT PROBLEMS AHEAD: Official figures are not 
available but it is estimated that real growth in 1976 was in the 
range of from 7-7.5%, an improvement over the estimated 5.5% growth 
achieved the previous year and just about at the target level 
contained in Repelita II, the second five-year plan. The current 
year should see growth continue at about the same level. 


Most of the growth in 1976 is believed to have occurred in the ex- 
ternal sector as the domestic economy was sluggish for much of 

the year. This highlights a growing problem that Indonesia faces, 
the increasingly divided nature of its economy with one part modern, 
capital-intensive and relying on non-replaceable resources, notably 
oil, gas and metalic minerals, and the other part, which contains 
the mass of the labor force, still underdeveloped. 


Indonesia is having relative success in achieving aggregate growth 
targets mainly due to large, capital-intensive investment programs. 
There is a growing commitment to broader based development and 

the social goals of Repelita II, such as employment generation, 
more equal distribution of wealth, and the provision of basic 
social and human needs throughout the country; however, implemen- 
tation of these types of activities is proceeding slowly because 
the GOI still lacks the necessary institutional and administrative 
capacity to deal with the greater complexities of these activities. 
Repelita III, the third five-year plan, is now being drafted and 
that plan is expected to give greater attention to implementation 
of the social goals of earlier plans now that the economy has a 
more stable base from which to proceed. 


OIL PRODUCTION INCREASES BUT FUTURE UNCERTAIN: The renegotiation of 
oil contracts, an outgrowth of the Pertamina financial crisis, 

has dominated events in Indonesia's petroleum sector over the 

past year. The revision of terms for production-sharing contractors 
(85/15 equity split and more stringent cost recovery) as well as 
for the contract of work companies (payment of an additional 
$1.00/barrel) contributed to a slow-down in oil exploration and 
raised concerns about Indonesia's investment climate. 


In January, President Suharto met with the executives of over 20 
foreign oil companies to reassure them that long-term investments 
in the oil industry would be welcomed and protected. This was fol- 
lowed by a Pertamina announcement in February extending new 
exploration incentives to production-sharing companies. These 
terms, which were subsequently modified in mid-April, were intended 
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to rekindle interest in the development of additional oil and gas 
resources. Caltex and Pertamina reached agreement in May 1977 on 
a special, $.50/barrel incentive for new oil produced from new 
wells or from secondary recovery. While the new terms have defi- 
nitely improved the climate, it remains premature to forecast 
what impact these incentives will have on the level of future 
exploration activities. Uncertainties regarding U.S. tax treat- 
ment of production-sharing arrangements in Indonesia may also 

be causing some U.S. companies to hold up on new investment. 
Some upswing in exploration activity should occur in early 1978; 
however, if new exploration does not commence fairly soon, pro- 
duction levels in 1979 may decline. 


Crude production remained buoyant through 1976, averaging 1.503 
million b/d or a gain of 15% over the previous year. Exports, 
aided by strong demand and price competitiveness reached record 
levels in early 1977 although a softening in the market had 
started to become apparent around mid-year. Mines Minister Sadli 
announced in March 1977 that the U.S. had replaced Japan as 
Indonesia's main crude oil customer. Two major LNG projects 
achieved significant progress in 1976/77. The first gas process- 
ing train at the Huffco/Pertamina facility in East Kalimantan 
was inaugurated on August 1 and the first gas shipments to Japan 
have now taken place. The Mobil/Pertamina project in North 
Sumatra will complete its first phase in October 1977 with 
shipments of condensate expected at that time. The GOI has 
reached settlements on twenty-seven contested tanker contracts 
reducing its total contingent liabilities to about $400 million. 
The most significant of these involved a settlement August ll 

on fifteen vessels whereby the GOI agreed to pay $150 million 

on charter obligations worth approximately $1.55 billion. 


Earlier this year, the government announced a new energy study. 
With domestic demand for oil rising at an annual rate of 13% 

and still uncertain oil reserve levels, the government is ex- 
amining how much longer it can count on an exportable oil surplus 
to fuel its development program and what other domestic energy 
resources are available. 


AGRICULTURAL PERFORMANCE DISAPPOINTING: Agriculture employs ap- 
proximately 63% of the labor force in Indonesia and contributes 
about 1/3 of Gross Domestic Product. In light of the importance 
of agriculture to the Indonesian economy, developments in this 
sector over the recent past have been rather disappointing. Rice 
production in 1976 totaled about 15.3 million metric tons, about 
the same level as a year earlier and a million tons below the 
development plan target of 16.4 million metric tons. Other food 
crops, notably corn, peanuts and soy beans, fell in production 
in 1976. Drought and plant pests in the principal growing areas 
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are cited as the main cause for the production problems. Because 
of production shortfalls, Indonesia had to import 1.3 million 
metric tons of rice last year. Preliminary estimates of the 1977 
crop indicate that rice import requirements may reach 1.6 million 
metric tons because of continued drought and insect problems. 


The value of Indonesia's primary commodity exports climbed sharply 
in 1976. However, most of the value increase came from price changes 
rather than from increased production as supply for the most part 
again proved to be inelastic in the short term. If Indonesia is 

to achieve its non-oil export targets, its production is going 

to have to improve. Some measures have been taken over this past 
year to encourage exports but these measures by themselves appear 

to be insufficient to stimulate substantial export expansion. 


In the non-oil mining sector, events of the first half of 1977 
were dominated by the signing of the first "third generation" 
mining contract between the GOI and Rio Tinto Zinc for explor- 
ation and development of base metals in a large concession area 

in Sulawesi. The signing marked the re-opening of the mining 
sector to foreign investment after a five-year closure. The second 
major development in 1977 was the inauguration of the $850 million 
INCO nickel project. When this project is fully completed in 1978, 
export earnings of over $200 million/year are anticipated. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. TRADE AT RECORD LEVEL: According to U.S. Department of Commerce 
statistics, U.S. imports from Indonesia totaled $3 billion in 1976, 
a record level and over 30% above the previous year. Petroleum 

made up nearly 85% of this total, exceeding $2.5 billion in value. 
Indonesia now supplies about 10% of U.S. oil import requirements 
and ranked third in 1976 behind Saudi Arabia and Nigeria in total 
exports to the U.S. Rubber, coffee, tin and spices follow, in 

that order, as major U.S. imports from Indonesia and all increased 
substantially in value terms over the previous year. 


U.S. exports to Indonesia, as recorded by the Department of Commerce, 
exceeded $1 billion for the first time in 1976 and registered an 
increase of about 28% over a year earlier. Once again, non-electrical 
machinery was the most important category followed by electrical 
machinery, including telecommunications apparatus, commercial air- 
craft and parts, rice, wheat and other grains, cotton and motor 
vehicles. 


The strong growth in U.S. exports to Indonesia during the past few 
years will be difficult to sustain in the months ahead. As noted 
earlier, the GOI's cutback on foreign borrowings and particularly 
on the use of export and commercial credit will reduce demand. For 
example, the pipeline of products imported under EXIMBANK loans is 
already starting to decline. In addition, U.S. investment, always 
an important stimulant to U.S. exports, has declined sharply. 
Sluggish domestic business activity and tighter import controls 
will also limit the rate of growth in U.S. exports to Indonesia. 
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Although the rate of growth of Indonesia's imports may be lower 
over the next couple of years, Indonesia is and will remain an 
important customer for U.S. products. With 135 million inhabitants 
and good prospects for growth and development over the next couple 
of years, the market potential is large. U.S. companies which 
penetrate this market now or which make the effort to consolidate 
and expand their existing positions in Indonesia have a reason- 
able chance for success. A good local agent and after-sales 
servicing and spare parts supply are, of course, key factors in 

a successful sales program in Indonesia. Also important are com- 
petitive financing arrangements to counter the all-too-frequent 
domestic preference for low-priced equipment, even though that 
equipment may be of poor quality. 


Product categories which have the highest potential for increased 
U.S. export sales are: agricultural and food processing equip- 
ment; wood processing equipment; construction, mining and materials 
handling equipment; and electric power generating equipment ranging 
ail the way from turnkey generating plants through diesel generator 
sets and including transformers, switchgear, meters and trans- 
mission systems. Detailed information on market prospects and 
selling in Indonesia is available in two recently issued publica- 


tions of the Department of Commerce: Indonesia, A Survey of U.S. 
Business Opportunities; and Marketing in Indonesia. 

FOREIGN INVESTMENT OFFICIALLY WELCOMED BUT SLOWING DOWN: The GOI 
welcomes foreign investment, particularly in those areas where 
capital, technical expertise and advanced management skills are 
not domestically available. Foreign companies normally operate 
through joint ventures, with Indonesian partners. The Government 
stipulates the majority equity holding in the enterprise must be 
transferred to the Indonesian partner within 10 years. The Govern- 


ment guarantees the investor's right to repatriate capital and, 
in some instances, provides tax and other incentives. 


Foreign investment has played an important role in the development 
of the Indonesian economy in the past ten years. An estimated $4 
billion has been expended by foreign companies (primarily U.S.) 

in the oil and gas sector. In the non-oil sector, foreign invest- 
ment project approvals total about $6.8 billion although it is 
estimated only somewhere between $2 and $3 billion has actually 
been realized. Notwithstanding this auspicious beginning, foreign 
investment has fallen off sharply in the past two years. Invest- 
ment applications which totaled $1.8 billion in 1975 fell to 

$424 million in 1976 and over the first three months of 1977 were 
running at an annual rate of $280 million. Investment has declined 
for a variety of reasons including the recent world-wide economic 
recession, early preemption of the best investment opportunities 
and saturation of investment in some fields, such as textiles. 

In addition, potential investors face major uncertainties regard- 
ing the government's intentions with respect to “Indonesianization" 
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of management and ownership of joint ventures. There has also 
been uneasiness about the GOI's respect for the "sanctity of 
contracts" following the forced renegotiation of oil company 
contracts in 1976 and several other reported instances where 
the government appears to have revised the operating environ- 
ment in its favor after an investment has taken place. 


The GOI is acutely aware of the need to improve the investment 
climate. Earlier this year, to aid prospective investors, the 
GOI published a list of some 800 industries indicating those 
industries which were (a) closed to investment; (b) open to 
domestic investment only; (c) open to foreign investment but 
without incentives; and (d) open to foreign investment with 
incentives. In addition, the GOI is reportedly reorganizing the 
Capital Investment Coordinating Board so that it will, in-the 
future, be empowered to issue all necessary clearances on in- 
vestment applications, a procedure which at present involves a 
number of government agencies and is inconvenient and time- 
consuming. It will take time, however, to restore investor 
confidence. Although the investment situation may have bottomed 
out, a strong upsurge in new investment in the near future is 
unlikely. 


MAJOR PROJECTS LIST AVAILABLE: In October 1976, the Embassy re- 
vised its comprehensive major projects list, which shows over 

$21 billion of potential undertakings. The list, in addition to 
describing the project by name and estimated cost, also identifies 
the funding source, projected agreement/contract date, status 

and the name and address for key contacts. Interested firms may 
obtain it by requesting report DIB 76-11-023 from the National 
Technical Information Service, Department of Commerce, P.O.Box 1553, 
Springfield, Va., 22151. The cost is $3.50. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








